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On Feb. 28, the Peruvian government sold 35% of shares in both of the two state-run telephone
companies Compania Peruana de Telefonos (CPT) and Empresa Peruana de Telefonos (Entelperu)
for US$2 billion to a consortium headed by Spain's Telefonica de Espana. The sale represents one
of the most profitable privatizations to date in Latin America, since the government received nearly
four times the base price it had originally requested. The government first announced that it would
sell off its shares in the CPT and Entelperu in October 1993 as part of a broad effort to accelerate the
privatization program in Peru.
Under this year's privatization drive, the government plans to auction off some 80 state firms,
about 40 of which by the end of June. In addition to the telecommunications network, the largest
firms up for sale include the oil company Petroperu, the electricity distribution system in the
capital run by ElectroLima, and a slew of state mines and mining installations. Thus, the sale of the
state telecommunications monopoly marks the first in a series of large-scale privatizations. The
government offered 35% of shares in each of its two telephone companies.
The CPT which provides telephone service exclusively in the capital was a mixed state-private sector
company. Until now, the government had controlled 20% of shares in the firm which is a publicly
listed company and the remainder of stock was distributed among a diverse group of shareholders.
Under the privatization plan, the government sold all of its shares, and another 15% stake was
offered as part of a capital expansion operation, giving the winning bidder majority control.
In Entelperu which handles all domestic service outside the capital, as well as long-distance and
international calls- -the government owned 100% of shares. Although only 35% was sold on Feb. 28,
the remainder of stock will be auctioned off at a later date. A total of eight foreign firms and four
Peruvian companies participated in the auction, pulling together into three competing consortia.
The first consortium, headed by the US firm Southwestern Bell, included Korea Telecom, the Carso
Group of Mexico, Daewoo Telecom of South Korea, and Peru's Banco del Credito. The US's GTE
Corporation headed a second group, which included the Portuguese company Radio Marconi and
Brazil's Empresa de Telecomunicaciones S.A. Finally, Telefonica de Espana joined together with
three Peruvian firms: the beer company Cerveceria Backus y Johnston S.A., Banco Wiese, and the
construction firm Grana y Montero.
In early February, the government had set the total base price for both companies at US$525 million,
although the new owners are required to invest at least US$1.5 billion during the first five years of
operations in an aggressive effort to expand telecommunications installations around the country.
In the end, all three consortia entered bids substantially above the base price, with the GTE group
offering US$803 million, and the Southwestern Bell consortium US$853 million. Nevertheless, the
US$2.002 billion offered by Telefonica de Espana's group apparently took everybody by surprise,
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since it is four times the base price set by the government, and it totals US$346 million more than
the combined offers of the other two competing bidders. In fact, according to government officials,
the amount offered represents the equivalent of about 59% of the government's annual tax income,
or nearly 5.2% of the nation's GDP. "The sheer magnitude of the investment boosted this sale up to
international proportions," boasted President Alberto Fujimori in a spontaneous press conference
shortly after the auction. "What group of investors bets US$2 billion in a Latin American country
This is a hard-earned achievement that clearly demonstrates the success of the modernization
process in Peru."
The bid for CPT and Entelperu represents Telefonica de Espana's largest single investment to date
in Latin America. The company has been aggressively expanding into the regional market, and it
now holds about US$1.5 billion in shares in four other South American telephone companies: US
$817 million in Telefonica de Argentina (TASA), US$520 million in Compania de Telefonos de Chile
(CTC), US$70 million in Entel Chile, and US$120 million in Compania Nacional de Telefonos de
Venezuela.
Spokespersons for Telefonica say the firm considered the Peruvian purchase an essential part
of its plans to dominate the telecommunications industry in the region, especially since the
company was outbid by other firms when the Mexican government sold its company Telefonos
de Mexico (TELMEX) in 1991. In addition, Telefonica says the CPT and Entelperu should prove
highly profitable, since domestic demand for telephone services in Peru far outweighs present
telecommunications capacity in the country. "The Peruvian market offers huge possibilities for
expansion, since at present there is an average of only 2.7 telephone lines per 100 inhabitants,
compared to the average 12 lines in most other Latin American countries," said Ignacio Santillana, a
high level Telefonica consultant.
Peru has the least developed telecommunications infrastructure in all of Latin America and the
Caribbean, with the exception of Haiti. Under the terms of privatization, the new owners must
expand the number of telephone lines in Peru from 600,000 at present to about 2 million by the end
of 1998, at which time all towns with 500 inhabitants or more must have telephone service installed.
The government also expects the costs of service to drop by a minimum of 20%, and possibly up to
50%, in the same time period.
The CPT-Entelperu deal is expected to attract even more foreign investment to the country in the
coming weeks and months. In the first week after the Feb. 28 auction, daily trade more than doubled
on the Lima Stock Exchange (Bolsa de Valores de Lima, BVL), according to Jose Luque Otero,
president of the Exchange. On March 3, for example, BVL authorities reported 3,059 transactions
worth US$62.5 million, a new record which is more than twice the average daily value of trade
on the Exchange until now. Much of the increased trade was linked to businesses related to the
telecommunications industry, such as distributors of spare parts and other accessories.

Additional privatizations likely
The government also hopes that the telecommunications auction will increase foreign interest in
other upcoming privatizations, especially the huge oil company Petroperu, valued at about US
$1 billion. The government's Special Privatization Committee (Comite Especial de Privatizacion,
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CEPRI) will begin selling PetroPeru's assets in June, starting with a commercial sales terminal
in the city of Callao. Before the end of March, CEPRI will also auction off the Centromin mining
complex, which includes seven lead, zinc, silver, and copper mines, as well as smelting-refining
installations and independent hydroelectric plants. In early February, CEPRI set Centromin's base
price at US$340 million, of which US$280 million must be paid for in cash, although the remainder
can be bought with foreign debt paper. In fact, Centromin will be the first state company in which
interested buyers will be allowed to use debt paper as part of their bid. In late 1993, the government
approved a law that permits debt equity swaps for up to 90% of the value of a company.
Still, according to CEPRI president Raul Otero, the government will award Centromin to the bidder
which offers the most cash above and beyond the US$280 million cash base price. In addition, the
eventual owners will be required to invest at least US$240 million in Centromin in the first three
years of operations. So far, 17 foreign firms have expressed interest in buying Centromin, including
seven Canadian companies, two Japanese, two from South Korea, and one firm each from Britain,
South Africa, Mexico, Germany, the US, and Switzerland. In addition to Centromin, the government
owns two other mining companies Mineroperu and Tintaya both of which will also be sold this year.
Unlike Centromin, however, the other two will not be auctioned off as a package deal, but rather will
be sold in parts. On March 8, for example, the Canadian firm Cambior Inc. won an exclusive contract
to explore and exploit Mineroperu's "La Granja" copper deposit, in the north east. Cambior won the
concession over four other bidders two Canadian and two from the US by offering to invest nearly
US$800 million, which will include the construction of a high-tech treatment plant and a refinery.
In the second half of April, Mineroperu will also sell the Ilo copper refinery in the south of Peru, the
San Antonio de Poto gold deposit, and the Cajamarquilla zinc refinery. An attempt to auction off the
Ilo refinery failed on Feb. 2, when the five foreign companies that had announced their participation
in January all withdrew from the auction at the eleventh hour.
According to Raul Otero, the US$75 million base price set by CEPRI was apparently too high for
the bidders. At the next auction in April, CEPRI plans to lower the amount requested, although
officials have so far refused to publicly reveal the new price. Meanwhile, the government continues
to sell off small state firms around the country. On Jan. 31, the Chillon corrugated paper factory
was sold on the Lima Stock Exchange for US$6.5 million, nearly the twice the base price set by the
government. The factory, which has the capacity to produce 70 million boxes per year, supplies
50% of the domestic market, although it is currently operating at only 35% of its installed capacity.
According to a BVL spokesperson, Credibolsa a stock exchange agent bought the firm, although it is
unclear if Credibolsa was acting on behalf of other investors.
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